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“Consumer credit and mortgage debt on 
urban family homes together total over 
$250 billion. 

“The cost of such credit must be made as 
clear and unambiguous as possible, 
eliminating all possibility of abuse.” 

Lyndon B. J ohnson 


FHA Loan Insurance System 

Under the FHA program home loans are 
obtained from private lending institutions 
and the homes are built by private builders. 
FHA insures the lender against loss in case 
the borrower should fail to repay the loan 
in full. It also requires that proposed homes 
be built in conformance with certain mini- 
mum property standards. 

Lenders, because they are insured against 
loss, can accept smaller down payments and 
make loans over longer periods and under 
less restrictive conditions than they might 
without the insurance. 

This system of loan insurance works to 
the benefit of the home buyer. It has 
brought millions of people into the home 
buying market who might not otherwise 
have been able to obtain the type of loans 
needed. 

To finance its operations, FHA charges 
an initial application fee, and an insurance 
premium of 1/2 percent a year on the aver- 
age scheduled mortgage loan balance out- 
standing during the year. The premium is 
included in the borrower’s monthly pay- 
ment. The FHA insurance charge for Title 
I home improvement loans is paid by the 
lender from the financing charge paid by 
the borrower. 

This bulletin explains some typical inter- 
est charges and other financing costs on a 
home purchased or improved under FHA 
programs. Also, it contains a guide to home 
buying ability. 
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Home Mortgage Loans 

When a person borrows money to buy a 
home, he pays interest and other charges for 
using the borrowed money. These charges 
add to the cost of buying the home. So the 
would-be home buyer should arrange for 
a home loan as carefully as he would ar- 
range for any other large purchase. 

He should shop around and get the facts 
from various lenders, just as he shopped 
around and got the facts from various 
sellers before selecting the home he wanted. 

Before entering into a contract to buy a 
home he should know: 

• How much he needs to borrow to buy 
the home. 

• How long he should take to repay the 
the loan. 

• How much the loan is going to cost 
him. 

By borrowing as little as he needs and 
repaying the loan as quickly as possible the 
borrower can save on interest. 

For instance, on a $10,000 loan at 6 per- 
cent interest, the monthly payment to prin- 
cipal and interest is $11.70 less if the loan 
is made for 30 years than if it is made for 
20 years. But the total amount of interest 
paid in 30 years would be $4,373.25 more 
than that paid in 20 years. In other words, 
a 30-year loan would cost about 61 percent 
more in total interest than a 20-year loan. 

Many families can own their homes and 
raise their living standards only by using 
long-term loans with low monthly pay- 
ments. But interest costs on long-term 
loans can become very high. So the bor- 
rower should weigh carefully the relative 
advantages of a longer or shorter term loan. 

Discounts and Closing Costs 

The rate of interest that lenders can 
charge on FHA-insured mortgages is lower 
at times than the yield required by lenders 
in the market. For this reason, lenders 
sometimes discount FHA mortgages — ^that 
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is, they charge points to make up the dif- 
ference between the FHA interest rate and 
the yield required in the market. A point 
is a dollar per hundred dollars of the mort- 
gage amount. The number of points charged 
varies in different places at different times 
and among different lenders. 

Discount points are not charged by or 
paid to the FHA, and FHA does not set the 
number of points that a lender charges. 

Because FHA regulations prohibit the 
home buyer from paying a discount, the 
lender may require the builder of the house 
or the person selling it to pay the amount. 
If the borrower is building a home to live 
in or refinancing a property on which there 
is an outstanding mortgage, the lender can 
ask him to pay a reasonable discount. 

FHA regulations do allow the buyer to 
pay an initial service charge, if the lender 
requires it. This charge can be no more 
than 1 percent of the mortgage amount, ex- 
cept when the lender makes inspections and 
partial disbursements during construction 
of a property that is either being built or 
to be built. In such cases, the charge can be 
as much as 2% percent. 

The borrower pays the FHA applica- 
tion fee, recording fees and taxes, title ex- 
amination and credit report costs, and other 
closing costs. 


Determining Home Buying Ability 

The chart on page 7 points out the types 
of things considered in calculating a bor- 
rower’s ability to pay. Anyone can use this 
chart to figure out his own ability to carry 
a mortgage in a certain amount. 

Family Income and Circumstances 

Different families place importance on 
different things. Some may be willing to 
give up a great deal to own a home; others 
may not. Therefore, even if two families 
have the same amount of income, the 
amount one family can safely spend on 
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home ownership may be much more or less 
than the other family can aiford. 

FHA Review of the Transaction 

Of course no one wants to assume a debt 
he can’t handle, nor does FHA want that to 
happen. On a home bought with an FHA- 
insured mortgage, FHA’s complete credit 
review helps to avoid such a problem. 

The review is made after an approved 
lender submits the application to FHA. It 
covers appraisal of the property and the 
neighborhood. It also covers careful analy- 
sis of the buyer, with study given to why 
he wants to buy the property and how 
much money he expects to have available 
to pay for it — the same factors he, himself, 
weighs when he decides what he could pay 
for a home. This analysis is intended to 
serve as a safe-guard for the buyer in the 
transaction, as well as to determine FHA’s 
risk in insuring the loan. 

FHA Estimates of Ability to Pay 

In judging whether it would be feasible 
to insure a particular mortgage, FHA 
makes three estimates related to the bor- 
rower’s ability to meet monthly payments 
on the mortgage. They are estimates of: 

• Effective income — what the borrower 
has in the way of income that can be 
counted as dependable and continuing. 

• Prospective monthly housing expense — 
what it will cost the borrower to occupy the 
property. 

• Total amount of the borrower’s debts, 
living costs, and other financial obligations. 

Dependable Income 

As a rule, it takes a long time to pay off a 
mortgage. So it is seldom sound for a bor- 
rower to base the amount of housing ex- 
pense he will be able to pay on the prospect 
of raising his income above his salary. 
A better base is a realistic estimate of 
current dependable income. In making such 
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an estimate, FHA screens out all income 
except that of a continuing nature. 

Money from overtime work, work of 
other members of the family, return on a 
capital investment, renting of a room, or 
payment for occasional services can rarely 
be viewed as dependable, continuing income. 
A wife’s salary may be counted if her work- 
ing is an established pattern in the family 
life. 


Housing Expense 

There’s more to housing expense than 
mortgage payments and taxes. Other items 
generally included are hazard insurance 
premiums, maintenance and repair costs, 
and utility charges. 

FHA compares the housing expense on 
the home the borrower will be buying with 
the housing expense he is used to paying. 
If the prospective expense is greater and 
the borrower has been unable to save any 
money while paying the smaller amount, 
there will be more risk in his undertaking 
the added expense. The only way he could 
pay the increased amount, without having 
a corresponding increase in his income, 
would be to cut down on other living ex- 
penses. This usually is a hard thing to do. 

Total Financial Obligations 

It is very important to weigh total finan- 
cial obligations against income. 

If, to buy a certain home, the borrower 
would have to give up too many things im- 
portant to him, he might find home owner- 
ship burdensome. Also, without a proper 
balance between obligations and income, he 
might not be able to set aside money for 
emergencies. This, in turn, could lead to 
forced sale or to loss of his home. 

On the other hand, if the balance is such 
that there is enough income to meet all 
obligations without strain, the purchase of 
a home can bring lasting satisfaction. 

In arriving at a proper balance between 
prospective housing expense and net effec- 
tive income, FHA considers various factors. 
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Among these factors are the housing ex- 
pense normal for the person’s income 
bracket, and his use of installment credit as 
reflected in the items on the family budget. 

Expenses and Obligations 


Income (monthly) 

Your take-home pay $ 

Wife’s take-home pay 

(if she is steadily employed) 

Total income $■ 


Housing Expenses (monthly) 

Estimated payment on mortgage loan: 

Principal $- 

Interest - 

Mortgage insurance premium (if FHA) — - 

Hazard insurance premium - 

Taxes and any special assessments - 

Estimate for maintenance and repairs 

Estimate for utilities: 

Light - 

Heat - 

Water - 

Air conditioning - 

Total $- 

Living Expenses (monthly) 

Food $• 

Clothing 

insurance premiums (theft, liability, life, 

accident, hospital, etc.) 

Education 

Medical and dental 

Automobile (operation, license, repairs) — 

Transportation 

Recreation and entertainment 

Emergencies 

Miscellaneous (dues, contributions, etc.) — 


Total ■$- 

Fixed Obligations 

Installment payments (automobile, 

appliances, furniture, etc.) $- 


Other debt payments (personal loans, etc.)_ 

State income taxes 

Retirement fund 

Miscellaneous (support of parent, etc.) 


Total $ 

Total expenses and obligations $- 


No ready formula can be used to relate 
either housing expense or purchase price to 
a prospective home owner’s income. FHA 
considers both the borrower’s income and 
his age, but only as they relate to other 
factors that affect his ability to repay the 
loan. 
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Emphasis on Good Judgment 

Good judgment is the all-important thing 
in measuring the risk involved in buying a 
home— the borrower’s own best judgment 
combined with the sound judgment of ex- 
perienced mortgage lenders and of FHA. 

Home Improvement Loans 

There are various ways for home owners 
to finance home improvements with FHA 
insured loans. Some involve either refinanc- 
ing a mortgage or using an “open end” de- 
vice. The plans described here cover sepa- 
rate loans for home improvement. 

Loans for major home improvements are 
insured under Sections 203 (k) and 220 (h) 
of the National Housing Act. These two 
types of loans have similar terms, but the 
220(h) loans can be used only in urban 
renewal areas. Both can run from 3 to 20 
years and can amount to as much as $10,000 
per family unit ($14,500 in high-cost 
areas). Both have a 6 percent interest rate, 
plus 1/2 percent FHA insurance premium. 

FHA charges an application fee on these 
loans. The loan is secured by a recorded 
lien against the property. The lender may 
require the borrower to pay a closing 
charge of not more than 1 percent or, if the 
lender makes inspections and partial dis- 
bursements while the work is in progress, 
not more than 2i/^ percent. The borrower 
is charged for recording the security, for 
credit report, title examination, and other 
items that vary from place to place. 

Loans for home improvement are also 
insured under Title I of the National Hous- 
ing Act. The loan cannot be over $3,500 and 
the term not over five years. The lender can 
charge a discount at the rate of $5 per $100 
per year on the first $2,500 and $4 per $100 
per year on the amount above $2,500. (This 
equals an interest rate of 8.54 percent to 
9.58 percent.) 

The following tables show monthly pay- 
ments and total cost of interest for some 
typical loans. 
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Table VI — Total Cost of Interest 


Amoonf 

of 

Advance 

Maximum 
Discount 
per Year 
per $ 1 00 

12 

Month 

Loan 

24 

Month 

Loan 

36 

Month 

Loan 

48 

Month 

Loan 

60 

Month 

Loan 

$ 500 

$5 

$ 26 

$ 51 

$ 75 

$ 99 

$123 

1,000 

5 

53 

101 

150 

198 

247 

2,500 

5 

132 

253 

374 

496 

617 

3,500 

5&4 

173 

333 

493 

653 

813 


Equal Opportunity in Housing 

FHA regulations under the President’s 
Executive Order 11063 of November 20, 
1962, require that housing provided with 
FHA assistance be made available with- 
out discrimination because of race, color, 
creed, or national origin. 

The regulations prohibit any person, 
firm, or group receiving the benefits of 
FHA mortgage insurance or doing busi- 
ness with FHA from practicing such dis- 
crimination in lending or in the sale, 
rental, or other disposition of the prop- 
erty. Violations may result in discontin- 
uation of FHA assistance. 

One- or two-family dwellings which 
have been occupied by the owner are 
exempt from the regulations; but if the 
purchaser of such a home wishes to fi- 
nance it with an FHA-insured mortgage 
the lender may not refuse to make the 
loan because of the buyer’s race, color, 
creed, or national origin. 
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The FHA in Brief 

Since its establishment in 1934, the 
Federal Housing Administration has 
written mortgage and loan insurance 
amounting to well over a hundred billion 
dollars. This amount covers mortgage in- 
surance on millions of homes, on more 
than a million living units in multifamily 
projects, and on many millions of prop- 
erty improvement loans. Altogether, 
FHA has helped between 35 million and 
40 million families to improve their 
housing conditions. 

Congress provided the FHA mortgage 
and loan insurance system to help im- 
prove housing standards, to promote the 
use of sound financing methods, and to 
help keep the mortgage market steady. 
FHA supports itself through income de- 
rived from fees, insurance premiums, 
and investments. Its insurance reserves 
are well over a billion dollars. 

All loans insured under FHA pro- 
grams are made by private lenders. FHA 
does not lend money or build houses. The 
first programs dealt with insured home- 
improvement loans, home-mortgage loans, 
and rental-housing mortgage loans. Ad- 
ditional programs cover insurance of: 
mortgages to develop land, to finance 
group practice facilities, and to provide 
homes for servicemen, housing for people 
of low and moderate income, housing in 
urban-renewal areas, housing for the 
elderly or handicapped, nursing homes, 
cooperative housing, condominiums, ex- 
perimental housing, military housing; 
and loans for major home improvements. 
Also, FHA administers the rent supple- 
ment program of the Department of 
Housing and Urban Development. 

FHA has had a marked influence on 
the location, volume, and kind of housing 
built in the United States. It has helped 
to make the low-downpayment, long- 
term, fully amortized mortgage the 
standard in mortgage lending. 
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